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Order Instituting Rulemaking to Promote
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Short-run and Long-run Avoided Costs,
Including Pricing for Qualifying Facilities.

REPLY COMMENTS OF THE
CALIFORNIA INDEPENDENT SYSTEM OPERATOR CORPORATION
ON PROPOSED DECISION OF ALJ HALLIGAN

Pursuant to Rule 14.3 (d) of this Commission’s Rules of Practice and Procedure
and Administrative Law Judge (ALJ) Minkin’s June 1, 2007 ruling extending the time to
file reply comments to June 4, 2007, the California Independent System Operator
Corporation (CAISO) respectfully submits its reply comments on ALJ Halligan’s
proposed “Opinion on Future Policy and Pricing for Qualifying Facilities” mailed on
April 24, 2007 (Proposed Decision).
I. INTRODUCTION

The CAISO’s participation in this proceeding has been limited to the issue of the
applicability of the CAISO Tariff to Qualifying Facilities (QF). Specifically, the CAISO
urged the Commission in this proceeding, as a general matter, to require QFs not subject
to grandfathered power purchase agreements (PPAs) under the Public Utility Regulatory

Policies Act of 1978 (PURPA) to comply with the CAISO Tariff. Specifically, the

CAISO urged the Commission to require new or existing QFs proposing to interconnect



to the CAISO Controlled Grid, or upgrade existing interconnections to the CAISO
Controlled Grid, to comply with CAISO’s interconnection policies as set forth in the
CAISO Tariff. In addition, the CAISO urged the Commission to require QFs entering
into new PURPA PPAs to comply with the CAISO Tariff. The CAISO was pleased with
the Proposed Decision findings at page 130 “that QFs of 1 MW or greater should be
required to comply with the CAISO tariffs.”

The CAISO is taking this opportunity to respond to the May 25, 2007 opening
comments filed by the Cogeneration Association of California and the Energy Producers
and Users Coalition (CAC/EPUC) to the extent CAC/EPUC took issue with the Proposed
Decision’s findings. In addition, the CAISO takes this opportunity to respond to
comments filed by the California Wind Energy Association (CalWEA) concerning the
applicability of the CAISO Tariff to wind resources and comments filed by Pacific Gas
and Electric Company (PG&E) concerning the “firmness” of energy provided under
future PURPA PPAs and whether “as available” energy should be counted towards a
Load Serving Entity’s resource adequacy obligations.

II. DISCUSSION

A. The Commission Should Reject CAC/EPUC Arguments that QFs
Should Be Exempt from the CAISO Tariff.

At page 17 of its comments, CAC/EPUC argues that the Proposed Decision’s
finding that QFs be required to comply with the CAISO tariffs is inconsistent with the
“must-take” status of QF energy. The CAISO disagrees. The currently effective CAISO
Tariff and the revised CAISO Tariff to implement the CAISO’s Market Redesign and

Technology Upgrade (MRTU) project recognize a category of energy that is “must take”



and allows Scheduling Coordinators to schedule such energy as “must take.”' The
CAISO has also developed a modified version of the Participating Generator Agreement
(PGA) specifically for use by QFs, the QF-PGA, which has been accepted by the Federal
Energy Regulatory Commission (FERC). Accordingly, there is nothing about the “must
take” status of QF energy that is inherently inconsistent with the CAISO Tariff. Indeed,
the CAISO Tariff grandfathered QF PURPA PPAs not because the energy was “must
take,” but because the PURPA PPAs pre-existed the formation of the CAISO. The
Proposed Decision recognizes this fact at page 130, and appropriately finds that “[n]ew
contracts must explicitly take the existence of the CAISO and its tariff requirements into
account.” In addition, the “must take” status of QF energy will evolve over time once
Section 1253(a) of the Energy Policy Act of 2005 is made effective for California. Upon
issuance of the required findings by FERC, Section 1253(a) would terminate the
mandatory buy/sell requirement of Section 210 of PURPA thereby eliminating the “must
take” status of QF energy going forward for any new PPAs entered into after that time.
CAC/EPUC also argues that Commission-jurisdictional Rule 21 interconnection
process should be retained for QFs. Rule 21 applies to, and should only apply to,
distribution level interconnections. To the extent QFs are interconnected at the
distribution level, the Rule 21 process would be the appropriate process. However, QFs
that seek to interconnect to the CAISO Controlled Grid, or modify an existing
interconnection to the CAISO Controlled Grid, should be required to comply with the
CAISO’s interconnection process set forth in Section 25 of the CAISO Tariff and in

Appendix U of the CAISO Tariff, which contains the Standard Large Generator

! See definition of “Regulatory Must-Take Generation” in Appendix A of the CAISO Tariff and

Sections 4.6.3.2 and 27.1.1.6.1 of the CAISO Tariff and the corresponding sections in the MRTU Tariff at
Appendix A and Sections 4.6.3.2 and 31.4.



Interconnection Procedures. The CAISO’s responsibilities under both state law (Cal.
Pub. Util. Code §§ 334 et seq.) and the CAISO Tariff include the reliability of the CAISO
Controlled Grid. The CAISO’s interconnection process ensures the reliability and, in
many cases, the deliverability of resources subject to new or upgraded interconnections.
Accordingly, the CAISO urges the Commission to adopt the Proposed Decision’s
findings at page 130 to require QFs to comply with CAISO Tariff requirements.

B. QFs That are No Longer Subject to a Grandfathered PURPA PPA
Are Subject to the CAISO Tariff

CalWEA argues that existing QFs that do not wish to enter into new agreements
should be allowed to retain their existing interconnection arrangements even if they are
no longer selling to the utility, or selling as a QF. (CalWEA p. 2.) Although the CAISO
agrees that resources with pre-existing interconnections whose PURPA PPAs (or QF
status) terminate should not necessarily be treated as new interconnections that would
require a new interconnection application to the CAISO, these resources would be
required to enter into all the necessary CAISO agreements, including an interconnection
agreement and either a PGA or a QF-PGA to be permitted to enter into any wholesale
energy transaction, as the CPUC would have no jurisdiction over these resources under
PURPA in the absence of a PURPA PPA. The process applicable to such QFs is spelled
out in CAISO Tariff Sections 25.1(d) and 25.1.2, which have been developed to
implement and be consistent with FERC’s uniform nationwide set of transmission
interconnection standards. Pursuant to these sections, an existing project may not need a
new Interconnection Study if the CAISO and the relevant Participating Transmission

Owner confirm that the electrical characteristics of the QF would remain substantially



unchanged. In such case, however, the resource would nevertheless be required, under

the CAISO Tariff, to enter into an interconnection agreement with the CAISO.

C. Firm Capacity QFs Should Continue Under Firm Capacity Contracts
and “As-Available” Contracts Should Not Count for Resource
Adequacy Purposes

In its opening comments at page 13, PG&E argues that “QFs who originally
operated under firm capacity contracts and are able to provide firm capacity only be
allowed to sign the proposed firm capacity contract” and, therefore, urges the
Commission to modify the Proposed Decision insofar as it would permit QFs to choose
between a “firm” contract and an ““as available” contract. The CAISO agrees. In
addition, to the extent the “As-Available” contract is an option for any QF, the CAISO
does not believe that such contracts should count for purposes of a Load Serving Entity
meeting its Commission imposed resource adequacy obligation. The objective of
resource adequacy is to ensure that sufficient resources are available when and where
needed to serve load reliably. A commercial arrangement that neither requires the
resource to make itself available to the CAISO nor includes incentives for the resource to
be available when needed to promote reliability fails to comport with the goal of resource
adequacy.
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I1I. CONCLUSION

For the reasons stated above, the CAISO requests the Commission to adopt the

Proposed Decision of ALJ Halligan as clarified by the modifications described herein.

June 4, 2007

Respectfully submitted,

/8/ Sidney M. Davies
Sidney M. Davies

Attorney for California Independent
System Operator Corporation
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